Informational Efficiency: An Empirical Test in Asian Currency Crisis by Zhang, Zhaohui & Karim, Khondkar E.









Rochester Institute of Technology
This work is licensed under a Creative Commons Attribution 3.0 License.
Follow this and additional works at: http://scholarworks.rit.edu/article
This Article is brought to you for free and open access by RIT Scholar Works. It has been accepted for inclusion in Articles by an authorized
administrator of RIT Scholar Works. For more information, please contact ritscholarworks@rit.edu.
Recommended Citation
Zhang, Z., and Karim, K., 2005, Informational efficiency: An Empirical test in Asian currency crisis, International Business &
Economics Research Journal, 4 (11), 21-28.
•
•
Volume 4, Number II
November 2005
lSSN: 1535.{)754
Published by The Clute InstItute For Academic Research
~~:".? and tfJub/<6kny~ £-....¥'<- 9i'~ <9".- (.985
RonllJd C. Clute, Ph.D., TheCiate InstiruteFor Aca<!emic Re=tn, PO Box 620760, Lit~elon. CDlondo, 80162 USA.
E-mail Addre... CluleR@Clu!Cln\t;lUlO....1l.
, .
In1UfUltinnal Bus;"e.. &: Eeonomk' Reseo""h laumal_ No"emb" 2005
MANAG1NG EDITOR
Volume 01, Numh" /J
IDER JOURNAL EIlITORIAL ADVISORY HOARD
AI,Kh"""li, Osamah. Profes"", &hool of BusIness &. Mal1aiement, American Univ=ily of Sn:ujall, UM
B"""",. M:uy Ann. Professo.-.Dd Prognm Dir""ln.-. InslltaIlCe & R;.~ M:mag<:rnent Program, Indl .... Slate UO;VCfSity
Helmuth, John A.. Professor .00 Dean, College of BusH",",", N;.gan Uni"eJliily
Hogue. Monzurul, Prof.."", >nd DIrector of Finand.J Trading.nd Pr-actices, Saini Xavier UniVCT$ity
Hum~hTey$, John I!.. Associate Prof""'" ofMan.semcnt, Texas A&M: IJniV=;ly-Commerce
Kane, Stepllcn, Profes"",". Frank S.wycr &",.,1 of "lanagtmen~Suffoil: U~i"crsily
Kl>ondhr E. Karim. Ph.D., Associ~1C Profe«<>r of Accounling, ROCltcsle:r Institute of Ted"lOlog:y
M.ule, Manfred, Associ.te Prof.""",. School of IIdminislralive Sciences. Yor~ UnivcBily
Mile>. Benton "Bud" E.. Profo<.<o<. Department ofBusiJ>e» Admimstr.tion. University of North Comlino. (;,-ce",boro
Mil"". Ronold, Prof~s.sor, Deportment ",f A<:COW1ting. Unh=ily ofNev:od., Las Vegas
Noimy, Vivi.n~. ProfesSOl. Americ.n Uniw'sityofDubai. UAE
Pillsbur)', Cdl. Profe.o;SOl, lkporun,nt of Accouming. University ",fWisconsin. M~wauree
Rrny. Kathryn J.. l'rofesi!OC. Del':utmcnt of M.rnog,,,,,,n~Univer>ity of Wi><;Clll<in, Eau Claire





Cw. __)' 0iJn AN!£.r;ptwf Bda>..... OfFortip AffililJlt:t by Mo/lImal SoIllDIII(~ lhn''OQity of
st.jah, UA£).
37. rUII", fOr Unit Roots In The ~s""''' OfMulriple T~nd Breahr: An Applic,,'ion r<> Chileon lnf/aw", Rare
SuIoby Hal.. M. B-IUmly(Amoricalllmi>'tfIitylll CaItO. F.gypl).
55. r~R_bJ£.Ipon 11tlOISity· II lJlQ'<1>>ew by 10ft L6pa Rodnguez (U>u\"efSIt)' ofII
Conma, Spain) and JesUs L6pa Rodricuez (Um'...mly ofA eon-. Spca).
29. RHlIJ".,. Rme Anti f>roJ»cn>ity~ In 11tt'Dtd.,... U.s. Sl~ htdvsvyby AmoI:dIr. NkcmabIk:m
l'o'->l<oro(M~ ColIqe).
65. Impact OfMerr'" AM Aequisilioll On Debt M"n.agtm"nl Ratio. A C><t Study In Malay.inn BaJlhng S«tan
by Motwnmad T.u.a. Ph.D (MuJUlDedIl um>'CfSicy. MoJo.)'IIa) lUId M>dulbh StJlebbn6<lin. M-l'hi1
(Mulnmod>a l/nwtQdy.M~).
43. )I'm... And O,il"l" Drlllh C()<UUmpn""" E""Iut1/1On In /:,1"...,1// by Jascm M. AIhwnoud (K......n UlII''mI'ry.
Kuwait) and Jaber Aj-Me<lij (Ku"'..,t Un"·....'ty, KU"'"llI)
,....;;;,::.:n... R"iollonsntp Be""""" EmplO)'mOlI And Real E:ti;ilange Ral~' TIre C""" OfruririsJ! App<l~l llUfUJtry by
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his paper uamU>eS th< marl<e< lfIformotioaal dfll'l"""'y hypotbc3lf In the Asian c"",,,",y <:nsl!.
Informalional effiolency il tC$'~ IS 10 how f.SI lhe neW' of !be l<:rm loan announc.m<nIS is
illOorporated inlQ the equity pricmll of U.S. bonl<s th., ...e lending in the internatio,,"1 debt markets, We
llUdy how the IMF term Joaol1lOOl>lIOeme"lS concerniml; SQ\1th Korea in l.te November ond early December 1997
alfCct inf<>m>ed trading of the <qUI''''' of the U.S. IJllemarional lenden 10 South Korea.
T
""RODUcrION
Smulu h)pothes<s IJl llI/a1JIti.-J CUtr'eIICy erisio ore ~ted III Billntpley, et at (198.). ComdI mel
Shapuo (1916). Smirloek aDd Kafold (1987). B......... mel SunmI (1987). Musume<:i lDd S<nky (19900.). Haa-'
Wild (l990). Vila!. et aI. (l99l). -' Madura, .. III (I99l). [)mwpe.ktml mel Huozmp (l99l). 5uIUy ancI Ca=
(1999). Zhu& (2001). tie. Q:ln:wllllld Shaptro (1986) find lhat \Oll!lOIn d>s<:1o<ure lll\utorI ,,"= oble 10~
betweea b...Ics willl extc:mi'l' 1Omll" loons ancIlbcMoe wilh Icsser« 1IO romp uposun du=a We 1982 Mctiem
rom!\" dcbI moraIOmlm. Thelf 6nd!Op suppon Ihe ~dnbs md dnhs~ b)l"""e'is ",llIch hokb!hal nepu,l' """" \O'3S
slowly ahsort><d by the market dundi the """'II wondo",. B,,".e,.lDd Sunm< (1987) find Lha, "' tho flf$l f""" days
follo,.,,,g Ihe 1982 Moxie... debt. tnoralorium eVell'. bank lendus .....t. pcnalil'ed 'lIOl>IU""ently ith the" lkgroc of
exposun: iodi.aUnll .Ollugion p"."'g, Howe''tr. til. ~kc' learned very quickly and the pricina of the bonk 'IOOn
eorn:cted .,l.r the ini,ial five dilys indica,ing rational pricing thereafter. SmirlOCk and Kaufold (l987) also find, for
!be A"ll'''' 1Q~2 M""".n deb, mora'orium. !hilt the NOek price "'SIlO<"" i. prop<>nionallO ex"""",,, and thaI ;nve>lOr'$
...~ able lQ amonl then~ le,...1s ofdiffo=l' banb.
In ,Au~', ..... a,,,,,"u ...·h~lha 1M tnldUl1: ofdw rqulM:i cfIh~ u.s. In,wnatiDNIllDldnl -.
injO..../I""""I/y efficIent ....Aen 1M lMF oMOWt=d lu Itt'''' 100" "Il,ume", concrrning Sa.</. K(Jffi)
in 101' 1997. MOT' sfHClfically, "'" ,a/ ....h,lh" 11" fo,-,ign expDJUrtI In'il/J ofdijf,,,,,,, I,ndc'! can
Ix distinglli!hcd mw "sed by In"'''o'! 10 rapidly pria 1M lenders' '''Jel:.< proponionolly acc(>rdms
", Ih, !"",ign UfJO"lITT 1,,,:,1<. A cro!IJ-s~'io"al CtR ('g""nion me<kl il U#d. The <:IMcna
Indicatn thai lire mark,. IS Injorm.uiO#lQlIJ'~I in IrtUilll' 11<, lendiM' rquitiu during 1M IMF
4$Su.anct of50«,11 Korta "" iIrw.l,,,,, br«J;ponnh! 1M jOnfp <':Xf'DS"'" ",to prlctng <MI. bad
..,..Iliu mpidly aM proponiDnalJ) ~!J Q sifPUf_ ptWlWt rdmiQ',SJ"p~ lIN bdItJo'
....".pnea "lid tIt= raptai>'t /nYls "" IM...- do2}:r. 111.. ,ntlr-sJIrp iJ _ ......
"" 'Iw--' do1a.
Informational Efficiency:;~~
An Empirical Test In Asian Currency. tnsi
ZhoobI>i Zhao&. LoaJ Island tho_yo Brock>'ilI< _ ..... $ .......
I:' r E.K-.R,-t =~O(T.. J ''I>' ........
Madura, Tucko:r _ Zarnd< (1992) OI\Id.y !be .-.-tion ofbaok IIOCkpn~ 10 Ihe Thord-"""'d 0dIl Redu<1Jg"
Pba (DRP) of 1989...i>dI \Ow Jliupl*d by Ihe "'<>rid BanI:; 10 IIIlCrIIRiooDal t.nk .mine....~ them 10 S"'3p
.''-'S''''I bani; debt lOr ""'"' I«UJe debt or cqw:y of r.cs..--I)e,..1opcd Ccuotnef, (l.DCJ). 1b<y find tbe dcpu of
~ III <qUIf)' vahoes " ... ptlA"'~Y _>&lOCI ..,th Iht: hank'. tlC'ptt of UP'*"" lP Iht: debt of _ cin..1aped
coumries- f", nP"""'d ba=lb, lhI! ral>l;HLl.l pn(lJlI h)lJO'b<:!.iJ is ItIllIl(KU:d - nwUt i",...son ........ 10 ~ ablc 10
disbnpiJh Ihe Iomdins expoIIIre 1<>..11 cor=:l1y. UIIIl, o.:",irpe·IcuOl.oo l.cwll (199}) INdy tbe AO<:k mrlet·•
......ruoo 10 the announcement oftbe Brady pl&o lDd tbe Moxie... debl-leduction Ig:retiOlcnllJl 19&9. For U.S. NnkI,




__ ir:J.:l1II) Eipi6cmI impact on rIOD-ll1\1ltWlioo.ll banh. They aloo lind tbal~ price 1<<pOIl$(: i11JOl
• 10................
T..., mtical iDdIY>Clual anr><llJl>::emcnu lrO eboom for lh< 1M!'~ &<- lD South 1CorQ: Dt<:e"'bc' I, 1997
(Monday) IS tile day zero in lhiI .tudy. II IS ,he tim n.dirli day .Ikr S001l> J{orna onnouneed WlilalC<ally thal a
I*bIt~ bid been reached bclWCC1l its Jllvcrnmclll """ \he IMf Thi. "'"enllml<>UDi:emenl"h~
10 <;:<JIKaiD."gni~ posotr>.., __ n>fomw>oa. lIllnDIbOrIallcDdeB, especially lbose 10 Sooth Korea.
iM ...,,<,,><1 "'""PI is Dttcrnhe' 4. 1991 (Thursdsy, day Lhrec IP !his .lUdy) ..'!>en lh< """" of the final offic....1
hIilour .,.t<:mcslf fWty reached ~ IfI&fkrIi. "Ibis .'..",. •..-_ 1$ abo hypotbcslUd 10 COIUaill ~licanlly
pGO'U"'" ~w ,,,fOrrnoliorl '0 m,"""bOI'Ol krxkTa for ~IYIPI "'y mtIaIInfti unotfbwlll<S tbou' llIc b&iIouL l1>c
"''''''itIinll b"".nain,ies u 10 "'he" \he fin.t;ltlll"t<:mctll "'ould be reached .....'" tW"'1lt"C! especi:alJy tfter lh< South
KoraJI~ backc<l oIT., earlier tIUIllIInCC'tJI (dlIy zero) u.ritI& !hal t lintl deal "'"as IIlll: done.
The e-'cnl: .......,.ja". iIl1hil 5IUlI)' ill rr- Novanber 13. 1997. tbt <kIle M. C.mdcssur (!he IMF bead !lien)
WIll ..ked by Soulh KorellD effie.." 10 tome 0VC1, lO Dc<:etnber 31, \997. the endIaJ dale of !be '__year sample
",...
The paper pioc:ctdo IS foI~'S, S«ri<J<l n pro>'1(\n lbe ba<:1<gmw>d of!he lMF tmn .... 10 Soulb Korn
lUOWId la'e November and early Ikcember 1997, Section 1Il po'nCUlS lbe do.. and _th<>dology S«1ion IV~lS
\he rt$IIllS ...'hill' Section V COOlClu<les lhe poper
1bii. paper, we, ;n''Wigau: tbt dfc:' "flMF lerm Io&.IIs 10 Soulh K<IIU on \he equLl)' ,;a)1>CS ,,(U.S bank
..... .lalJc Noo=lba aDd e.wly Oc<:ember 1991_ Tbe<ntic.ally. banks \hal had hip~ 10 South Koru
W<IIIId bave b<:cn ",.,.... hu\'iI)' """ nepll'''ty impacIcd !bin bub llw had 10... c:l\~ if !be IMF had IlOl l<nl 10
S<adl Komi. '" sucb. tbt c:q~Il}' , ...Iues of tbt fQrIlloO' WQ<Ild have been lD<lI'e nep"""ly .ffocttd 1MD lbosc of tb<
...... of !he IMF ICml loaN. tbt ~lJ ""' apc:cted 10 be OJIPOlI'le. namely. the bAnks WI were ItI(lR
beaYily <:I~ 10 South Korn Itt e>.pectcd 10 11:1,,, IIOCIa ",,",II"" """"l imp u than tbt blulb !hal bad less
Opo8W'<: 10 SouU> Korea.~ lll''elION Ulfcml<'d Dr the fina"dal li.uJdarJlt:n.. ls Df lhooIe in~IIODallenderi qulCl:Jy
~, If yes.. prclIumably, tbt <umulati,,, mums lbould _ ~ Illglll!ic&nt, ...hile only tho e,'OIll dlIy obao<maI
......... doouId be siC"'ficanL If CIlhef"uo, Ibea doe DeW inlOnnaticlo> is probably I%l\IoCII slo,,'lyabsorbed by !be lIWkC1
("dn1>s and drabs~ h)-po<hcsu 1Il pre'....... hltnllUrC). add,tion.ll ~"emmlS for banks 10 publim III<R detailed
I>aIaDcc shee. data may be J><!<'de<l.
l1>c~ is rompoocd of .11 no ..",)' ........ U.S '-nb w, htd forrien IoiIlII expoavl'C" Ihc cod pf 1991,
The l"'''"l)'-oeven foroi", aposed bank> '''lh lh<ir respective fure,~ aposure are fboWIl in Ttbl< I. l1>c ~nb.l1
",..,.t,ppitla: uotba n"Ct\tll" ill l!le "''''01 window ..rccrted fmn1 the Wall Sllttl IIlllJJll!I &Cld \be w... _N.x ..-
AcadcaU<:: V""'cnc d">lmc Include UiUJUi lIlId.cquisl1lOnS ~I.t.o.s).legtsl&n,..,,,~ and eanuJll:I onfonnabOn.
Hcr.o.._. PnIy "''''''IS 'r1t1<tl1O M&.As are com.idcrc<I '0 be "'lc>'anI.' Because of lhc lid: of l"nrral o>&r'b:I &nd
b&nl<Ul& iDdUl\l)' "'"en". the o=IJIlcd bMW i".."l,"Cd '" M.Lu are no! exrllldcd &o<n tbe final sample """ "'"
mfa........ .-e draW\l em \be pPftfobo basis. lUIy C<Jo<>fbundinl: "ffecl is bel"""",, 10 be IllnWnal .. best.
",
•
lI..k Ti<Ilor ,. " V.l.. -, , ,
CO ",., 19293 ''''''"'. 421.w ..., 2.U'lU-" '''' """ 1.9713W" I R176 lImo 1.6971
~ ~ .~, 15119
Me "'" "m I ~&oiJFCNINBD '31S n~ O.~ll." ,,~ ')32 2,9011
"'" '''' lil1 14399~. ,,~ n" 1421)
RIGS '" '" O,~15"" "" 2S12 0.3301orr ,~ ,~ .-m "" 3237 0.7S81<moe "" ~" 0.SS27~. '" m ...,.Mll ,~ ,." una
~, .~ 1619 .-
" "" 21274 0.2201m ~ ,~ 0.2174
SOB 1lr.6 "~ O.IS'SW. ". SI74 0.1236
"'" '"' ,~, 0.12lS~ 1411 ,=, 0.1119
m '" "" 0.0476m. O.N " 0"'".'" .'" N 12614 0"'"
"
.uJ ............"'" .......,. •~ (31_ ia__ dDIlon "'" <ad <L 1\197......~. 5 ""'bd'.s.-.
K<><*l forc;lI" ""~ .. bduw 1% '" 0.15% o(!oW Accud.... 10 dI. F<d<nI F....... ! • .
EnmiDalioD Council (FF1EC) ~lM""" ...'hal Ihc (om.,. apocun> Ic\<cl in. """"'''Y, i1 is _ _ I'll;r~
r<qoated 10 I>c~
Babncc lbeel <W.a are from COMPUSTAT, tho Notion:al]nf<>rmo.uon Cenl",", Keefe, BI\l)'t'lr A:: Woods.
"",,, t-I: annual rcportt. mid lo.K I"OpO<1l 61cd .nlb tbo Se<::unnelw &<haol\f' Cown_ (SEC). Dally IIOCk
re"",," llld ....lue "",~ted DI;lr\<", ,,>d.,,~ an: obwacd from !be Cetlter lOr RelcaKh In Secunly I'nca (CRSP)
database from January 2. 199610 ~mber 31, 1m.
La lhls study, !be l«eIp leDduIa CllJl"l'SllfC' \..w.k IS dtfiood as lh< fOn:1p loam diVIded by tK booIk". book
\OJIue or "'I"ily, Roo" ....]... of equity, rather !han~ ,-u"" "r eq"'l)' or total a<seI$, is used ......" ... l\ Ii IllOIII
rel.1ed to Ibe def.oull rid.: thol IS the COllCel'1l "f!he re",lalOl'll.
Moclels_Hl'J""h"ri'
..11m: II.. rep~olS a l)p;cal market LDdcx (val..e-w.'~ted CRSP >lIdex in LhilIllUdy), ~ is"" LDdc.1. repn:setllml
....."pocled IJlIefCIIl Ble cboa&cs (AIt(l) ofa }().)QI" T -boDd BI< """"" 1JI thiI uudy). The eIllmallOll ,,"uldo,,' fOl' th<'
marUt "lO<lel1i fmm J...-y 2, 1996 to J...... 3J, 1997 (379 obIe7vatitlas). The rndnl& period from July I, 1m 10
"••",,4, ,,·....ht II
tile: ttarI of the """efll .......so... is uclllded to ~hmlfl&le the impKt "" equ'!)' pricina by polaIbal -..J ".,.,.
".used by !be OUlbreak ofm. A.<im "mas. '
..'born: CAR,tI,. I,) io!be cuamba,,,,~ rctur1I. fOr bmI:, IJcfIIt, (.tID the e>'CDl day =0 IG lhis SbJdy) to 1.l
(dayonc. lWO or lbrcc in the <csts.) EX, 1<P'<$tilIJ"c~ofbadti 11:1 coeffic>CftlS l.p' bodl. Ii...- mel.
quadrme ,",Iat>oaslup benlTCD lbe t'llI1JIl1m,,,, abaonna1 rt1\lI'Tlf mcl !be~ levels 11mb. U....... !be
~"DICIA·.!'romp! C<necbon A<1>01I (J>CA) pro",_ ...."" !be Wl)CSI banb will be d\$l;'plinod by the ,",pillIOn
promptly ,f lheir cap,tal position< delmoJal< and faU b<;low !be fnIwremeOIa, RcgulalOl)' forl>cu-ncc !hIlS IS .ed""ed
eJ;lensivcly IlS opposed '0 eim>m,t.:>""es hefore the Act ...."all pIlSled, Sin<e a pottn'i.l .•igmlkanl <apitall"........ill ca_
dle credi, rilk ofth~ TUrf banks to increase dnltTlluca11y, lllus mc......ing lhe regul.tel)' I41>CtiClna on !bern. ""'ng a
quadrati<: funetion to deaenbe the ""lltiomhip bet"""" the.tmonnal ""urns aDd !be ""lIuve exposure k>",1lt for the
banb ....y '''lY wdl be JlII1Jfied.
The amu-Sb'OOti furm of-m d'6<::>mey "YO that matW is Ulfonnanonl1ly elIie;em ..'beD KCtIriry pnc>!l
.... '«:tly reflc<:t .II pubbely a"'a,IIbi< informIt>oa at ODCC (F.- 1991). In lIliI 0lUdy. we lC:K -m mlOrnw>oaaJ
dr",1e1IC)' II to ,,·MthcT tmI'keI in''C$llln react to the IMF IlnnOIlDCe11Ic:ts reprdiol South Karq in late 1997 fast
tnough te lI>Cocponuo those lIllC1'nOt""",1 lende,,' Iilndammlll finaocil.l lIlformaTion ""0 !hoc stock pric...' WO
hypothesize the ,no'l imporl3nl r""nei.l mfonnalion he tho foreign ,xpo$Urc variable. considerini the link bclweeo
the IMF tum loan IUlnouncc:menlS and the impacu "" 1110 'n'.malklnallctKlc:n' equiliCl;' thrnugh the leodcn' fO""'lD
<xposurc: (bm and iO....lIDClll) in thore C<JUonia m aisla. A. Noh, the t1CW information would be C01llpOOCd tTIImly
the IlmIOI mel the utterprc:lI_ of!be ..,_,m '....IIU and the 80CVIXy of ""'y repol1I on the IinaDciaIlQle~ of
dItc Ia>dcn. capccWJy tbcu ror..p aposurc: vanablc:.
lfoot only a sia&k """'"I<hI.I1~ 15 siplf..- but Ih< cutllllbci,,,,~ are silllifiaot
as wo:lL !bell ;1 Implieo that l1tV'<Ston nc:cdcd fOOI'e b.... to reacl to IIC'WS IUUl(lUllCC'll>ts (~dnbs llDd drabs" hypotbcm)
~nd ""'I not all dle ,nfonoation wu ....illble 10 eWTytl"" '" ,'''' market al the time when the ~nooutICe"",nts ~
made_ llul i, especially true when ''''ile ",dl',.idual abnoml41 relUmll 00 event daleS are 1\01 sipificllll bul cumul."vc
abnorrnal relW'IlS ,.,-e. Ilowc,=. if the: model i, 1ll'UfjClllt on1~ On the iDdi"idual e'",ol days, bUl not O"er oone"ent
dalCl, !bell " ,mplies thai the nwkc:1 ab5orl>s IJId ""U«:u the: ........ InfOtn>ltuon fully aod rapidly aDd the JRIrklot is
inlOrmauo""lly effie....... 1lw to. "'II ""=tigate!be nopidily oflbe ttII:IbI., rnpon.., 1lDd!be cbn_ ofmvc:arora'
'up<:a&:: 10 tbc: LW' Ic:rlIl loom I U,tlt __ 110 Soudo K<nI durmg IIIe 1997. n... i>ltcqnwioa ftotn l<:SlnlI tIliI
h)poclJe$ta ..'ill dno... IlpOIl the~ hcIwu. !be ""PI;! of ""',\'1dUI.I ~l""""'ala mel ",_,I.."",
Il'oot '0 ' ....alI "",nicd IIIIIIi l-lodcl (2). If the -'cet .. DOl mbmarioaally cfficient.!hnI add,lIOtW~
for banb 10 publish mon: detailed baboec: Ibcet data "'.y be needod..
UIPIRICAL Fll'W1NGS
If me iot<:rITalJO<tl.l ddM mIor\e.. Ire mformatiootlally dr1G~nl, then the "".... of l/\lf term IoIIl
~ ahou1d be: lI'Il:<>rpOnIled tIIIO!be oq..ny pri«:l ~tdy, and the abnormI.Imums of the romp
CllpOP'd bMka IbnuIcI be: IIp>ifiaot OIl the ...."CQt da\e$ bto: insopdi"onl Oft the DClnCYalI dales. StIIOt tbc l'tf Ic:rlIl
loom """".10 0' happtt:Il m tbc~ ddII ..-kcta, cqsU!)' """"'" of banb ooil!l IOrctp aposureo are
cluu:1ly aff«1«1 and the: ~ffect abould he JIIopucbODal to tho ehIIl&<:I til .. forct&n aposure \-anabk. lla,Ia, tbc
a1Slc:nCe of marttt infonDatiooll officICDC)' QO be elUDllD<d by obscl'viai wbethcr !be coellicl<1l1 .... imll.. of the
f<)l'C'lD e.posun: ,'tiiablc are "i"'1lCanllll termS ofequiTY pi1clal un bo~, ~.. eveo' date• .00 _""Q' tbte>. Muket
' ........., _dod ........-_..-1""'0"1_..;:,_.'.._ .....-.._...,., ..................
fJ f ...__......_ .. ! 'l~ _
>11.>"_"_"- 1.-"'__-_ __._-......""""""'.,,_ .... apa::IId_
.. -<dJ -
"
r.OM.... \\1,_, , .
CA "~
, .- •• "m .~ .~, .~p, 09743 0.0882 09711 0.0590
~
H 0.9711 O.l1Sl 0.9791 O.45lO., .~ ."" 09173 06711, ., 0.9I1l ."., ''''' 0,04<)1
"
TheCAR model CAR,\tl,<lj- III >11:: (EX,)." (EXJ'. "'ill for an 27~ Dpaaed
Nnkt. EaclI CAll in!ervaI below produ<a .. _irnaIed "g. ' model. e-(OJ - Alt(o). 11><
last f't'&"CII"'" rrI6<lcI CAR _ CARlO) + AR(), Th< ,,"tical val... fuo- n - 27 • tl>c S~
.....f;canoo ....'Ol 0.\161 The ....i" 1 <:c>m:1..... ce>cfficicnI , ill <be r_
..... '. bct.-d>c"""-!rtPdooalo .... ""'op«tc>d. ·'.k"".,."''''"I''"....
ofShIlf>i«>' Will< W-.she.
Smce OGiy roo"PI)'-k'ml~ (llllIPl>cr of....-alioa< ID 1luJ ~1itCl>OIIIl anal)'$") hatt f(lft'lgD icndula
""pX\Irt, 1hc '"' Of lbus iCD$l1"" 10 lhc l.llIdcrlyi"lllOnlla1l1y ""''lIJ''''''L, eOClSllUll~ _lWlpUlIl and lbc:
exill<::llCc of!he ""thers of the model. "The rele....., dillP"""IICSIll (nonnality lcslll clkulalina lbe PCM!IOIl cornlatioo
eodJicimtl bcIwecn !be ..lIIal residual< and prcdiC1cd residuals ond the exami.l>ation of outlicn from \be lQidual
pIouj .... """""...... oa Iho: sample aodlbe llOn'IIl,ry IeSI rcaullS an:.--<pOIYd '" Table 2.
",fOl'1DOoUOl'Jal efficiency tIJmuab !he~"'~ be;IACiOL baDks' C<[\b1Y """'"' IUp<lIIIa and Iho1r
=pc<:llve C~POI"'" levels il c~lmincdby Model (2).
If llIafl<cl cf6<:ieocy ;, r<;JCC1rd bnc. ''llllhc "1"'fjcMw; of \he models ""III prcst1II 011 llOQC>"t1lI dateS
Of tbe modocls an: llOl li~1i<:I1lt DIl e'lUII dlolCS, dus could be; b«:-= dlc marla\. IS~ _ effi<;lItDl <If ... UlCOO'C't1
model i. used. If " IS blumed lhal Model (2) is co:rcclly spc<:ilied and lbc: puameIe' UllJIIllc of lbc: cxpoaurc
vanable IS signilicamly dilJCfCnI from zero 00 evctll daleS aIld IlOl si~flCa<lt DIl nonevenl dales, 1bco the e_idccu of
marlcet mformauonal dTIOCDC)' e1IIlS reWed 10 tbe 1""(1" ....._ of IMF lenD Ious 10 SouIb Kcna III carly
Ikcember 1991, Prcs1IDa.bly. tbc Ineber the lin,*" QP<l"'R' 1 bank bad. tbe Ingber a poo..lh" """'"' me bank abould
yield, sinee lbc: IMF loan commilIIlent wOl ...umro III be; • p<»ilive e'"cnl ,n inttrnalJOnlll deb< tnatkcu.
The Clti<nalcd correlabOil codlic:lC1IlS of .. o<1Ual residuals :md the upc:ctc;<l res"""''' lID lbc Ii,." CAR
~ III Table 2 ""' all S1pti6canlII"S~' b'Cl. We £ail III rcjcc::I nocmail'Y '" <YaY caJe. Nc1lbcr ...y
seriou, Olltl.m nor the ",ol~nC>ll ohhe consWl1 ''3fW>CC U"""'I'UOII IS fou"" in lbc: modcl:1lrom \be """""nation of
\be modell' rt:Iidual plotl.
Tab," 3 Ii) 5 p=t1l1 the .....lIs ~m the crca-setiIOiIIl CAR .-qrcssioD. MocIcI (2). The Ii,,, CAR
regrts!l;ollS ;uc ru<l w.tb each conducted on 1 IUIJI;le day from day %en:> 1lI day three. The fil\h one ..... the A.R:I JlIS'I for
day 7=> aod day three. In Table 3, on Deccn>bc< I, tbc modc!'. f·,...I"" iJl4,69S WIth a p-valu<: ofO.cn 90. R.squatC ;,
21..1~ \\-bik the model ;, ..gDificaol. DCllbcl lbc IIDca """lIic""", .........., _ <be 'l'oadratic coc:fficlftll_ it
siplficanL The p-vaJucs for the Imca< aIId quad>-suc """ffieKllI"'"NltS ... 06124 aIId 0.7645. rcspcctively_ The
,"anane< infl~llon faclot I>cfwccn !be 11'" indcpt1lekn1 ,...ublcs IS 14.33. wb.i<b ind,"lc:I ltroDa .......... ...of;>
mulueoll'll..anlY. Ai such. models an: "'" with ei!bc, the Imcar exposure Of quadnuic expoaurc variable alioo<J~
......as arc: rejKlik::d m Table. and 5, ,-.(til'\"ly. _. ~
In T.hk 4, ...'bon!he: 1_........ '''e lerm is exeluded from cbc model. oa <I.Iy zero, cbc F·\'a!ut iDe........ 100
9 404 ....tb ap-,"lll<>£o!O.0051. In T.t>k 5, ..i>o:a lK qudraIic ............, Inm .. exeWckd &om cbcllllOCld,OIIcbc_
day. tIlo r·,-aJue i,... 10 96019 ...,th. P-\u.. oro.OO47. 0Ibet n:suIlJ _ abo wry....w. ElIbet!be tme.
quadranc apostlf'e Itml _ if J<>Dcl <:DIJ<Illb .... Qj>L.ia "'" "''''''''a _";.,,., only the .-lts from the c>odel ..;.>o~
Ibc: quadnbC t=n"", <ktailt:d below.
"•
T.bIo J: 111. btl_,n!C~1emo1K"C,...ioo Mod<l. (hU .\Iollob)
The CAR model CAf{,(lI, 12). ~, .~, (EXJ'~' (EXJ'. ~,i' le<l«! fi:I< ,II 27 r"",il1l ""p<>sed bonks.
The ...i"""td~adIi<;':." r is lb< P_~.."'" <><imoI<lI!>£t,.-. III< or<Iacd rcsidt.W.
Mel "", ...pt<tcd "';6 ,... P ,....... '"" ill ~aa. EoclI CAR -.'Ill -.. produ<>:s .. . led~ -
"I' - _, ..,dd 60(0)" AR(0l. 110< bit Ie.. " -'<I ..... CAR • CAlt(0) ... AR(Il- 111& ....0
b)F • • ill: IJ, .. ~ .. 0. lilt ......- .rpoot if: s.o. _ he<ao _ -... po,"""",," ... ill doc:
~
• 1 .. vtF .. 14.JJio __.....,.,·' .. ..... ol"_S• ..,.
he" nato .".0,.1.. 0, O. O. R"""'.....
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1.217 0.0154 -00191 0.0139
921%
0,123 (0.0081 O.56SO 0.3%0
(0).("3)
4.220·' 0.01801 .0 0247 ODin ,..N..'" .oo~ 0.))541 0.1073•• irMli lk sieJOtIconc:e. lIM:~" Je-'d.
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•••••" •. indi"ltotho S1l"'ifi=.' .... 1%, S% ...d 10% 1",01. rropecll"oly,
"
T.bI,.:~ £.I1.....,N!C~I~ ,\Ioo:\ol. ("l" Q'dadnll<T..,-.. O!lly)
Tho CAR m<>dtl CAR,ll1. ,2)· p,. p, (EX,>"~; i' ",,,... for .11 27 f<nip ""p<>otd baIW, Th, ...,m.md cornl"';""
rooffieirnl r i_1he Pearson <om:l",iQII ""rna",, tbc onI<n<I raid"l. and !II< ""1l<C'od raidu.l.. P-valoes IOU in
~ Eoooh CAJl, ...""... l>dow~ '"';.....=""""'0<1 model, CatjGj· AR(OJ, The .... "II' -Of!
_ ..-CAR - CAR{O)' AR(J). 111<- nail~ ir.ll,· Q, lb< oJ....-,..,~ ",. Not bodI b«.u "'=0.
, ............ lh<-...I I
E""., Dal. '....,.. . • .on
0 9.bl'~
~




(0, .2) ::i200 0.0197 ~0067 .~.'''' ....,
(0, '3) l~@: .,," o.o~ ,....o.nl ...., .n
(0),(+3) 5.171" 0.011) 0.0"8" 11.• '%OOlOl 0.0201 (I.OlO3\
••• ., • indiCOl< the .. •
TboCAA .-JdCAR,('I.12)-~, • ll,{EXJ , ,\U_ boll 271Or<1p~ t.nb.. Tho
_ed c"""'O/ioa t<Idlic_ • is the p_ ClClrTdaI_~ bml'CUI the orda<>d
ouid..,• ."d the C1pe<led raido.oJ" P·,-ah"", on:: in _0-.:.. EodI. eM '01<1"-.1 b<\<>oo'
prod_ an ..,imalw reJRUi(lII m<><Id. Cat\O) • AR(O), 11M: 10>1 _ion rnodtl uOCS CAR_
C,l.R(O) • ARI)). Th< null h)'p<'lh..i, io: ~, a O. Ihe .htrn.nv< hypolh..i' io: NOl holh """'" ....,
<aO. P·valu... ....,in Ihc~lheooo.
CO:-;CLUSIO:-;S
We fu>d tha, for the fo<eigo cxpclRd bm>b, tbe foreien Cllposurc «:c><h 10 be 'l&Jb6o:ant """""'" daIea but
....l&Jbfi<:ant "" 1lOQt"'lmt d.ll.... The~ llJdicates !hit Iloe markc-t " ;nfonnallo....Uy effiolCDl dunu, the IMF
bailout of Sou'" Koua m I,,'e 1997 as j,wntort 'noorponIled the focClS" exposure ,nlO pricin& their bank eqUlbq
nus paper enm;_ !he marl<et mfonnanoaal efficlCl:lCY bypoo!>t:Ds til !be ......-naDOI>aI curm>c:y cnsao.. By
eumin'l1& the link ............. !he ~u: tenllloao~ and the iInpaI:<I on llle tIIt=>alioaaI imdaI' eqwl>C:l
dlfou&It llle 1endn1' romp exposure (loaou and UM>! nil ...~ c:ou<llrieI in c:ril-is. "" u"TOtiple-lbe rapochty of
do.. -':a'. lUll , IDd die oi:%ralJOQ of1D''CIIOn' "'"""""" 10 tile II>U: IerIII loan ...... "' .... 10 Soudl Koeea ill
Ia!I' 1m.
In T.bl. S. the fi"c CAR "'i'CSS,OlU "", nw with each coodllG,ed on. 1in&J. day from &y 0 '0 day 3. tbc
fiflh ,q;",..ioo ..... ,he ARs foo- day 0 and day 3. Deco.... tho abnormal re,urm 00 day 2 are not .igniflC&lll. lIOI.
l'UlJ'fU1o&ly. the ,"-O-dIy Cumulall\''' mum ",~ioo yields an F·".luc of 3.0S I ,,;!b • p luc of 0.0930. Th" R.
tqIWC de<::'euel1O 10,88 pen:<:oI &om 27.115 1'C'f'C'="' on day =0. The lhn:e-day cumull" .-ep-ession yiekh an F.
,'aluc of 1.299 ",!b .,....,,1"" of 0.2653. lbe R·squaK ii only 494 pcte<nL The ewnulab""~ on Dec.:mbcr
4, ....,ludul& the unpacu from booh ....=u "mulr........,s!y. IJI!IOl "&'U&:ant 11 5 pm:erIl. nus" nol su:pn.m, ......._
1he alJuormaIlCl\1nIf oa bod> <by 1 oad day J an: n<ll oigm6ealll. The f·,ozluc .. 1.5S6 and "' P-'~ is oms. The
CWDllJalj,,,,~ to aho "'" lIS"'I1he no'O ,.....",t daY" .boo:xmaI mums ,,-bile lolI'1Di 1he alx>otwal munlO UI
day. I a.I day .2 0Ul. Tloc F·,-..!ue ii 5,271 ...'TIII a p",-..!uo of0.0:103
10 sum, 1he CAA lI><I<klo oa day =0 and dx: c:umulan,,, n'pasioo ofARs Just U1<uy zero and <uy Illree: .....
ligmficarll. mdic.,tII& that~ is a """"i poIJU'" reIat>onslup bcf,.'ft1I1he banks' equ,!)' reNn>s and tbetr rep«li'..
fo"',1I" 1eJ>din& <>lpoonre le...Is. The cban&es of C'lUlty """""" """" proponll....,10 tho f"""p <>lpo$Ure 1<,-..11. It ii
wonll DOling that the CAR modcl.$ are I>OIIl&:wficalll from d.y one '0 day tbn:c. Based on the ",i<Ience obc>\'e. the
lMf term 101D lbU>O\lnocmon, nCWl! "'all UlCOIjlO""cd io,o the equ,ty pricing f.irly quickly and tho mukcts _mod to
be: ;ofofbl.tiorullly effident While it i. not clo" which <>lposu.e variable, linear "" qlJ-ldrlltic. is 100'" iml'Q.wn. tho
exp<>sure ,·ari.blo 8PllCars 10 be iml'Qrtanl On the ovePl da~ llIld i& nOl colISidered ... importanl 00 the nonevent d.ltes
.. It w. on the ,,'ent dale$.
, - \' ,. mhn 2005
npeny aod pmportiomlIy. There is • siJltifiarn pos,ti", I'eUtioD!Ibip bet\o«n the l!Mb' cqIl11y prices aM Iheu
•..........,a .c ""JIOSIUe I~I$ on the t,,,,,, dlIys.. nw rdlouoaship is no! sho"." 011 the IIOlIe'o'elII d.or.es.
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